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UK REGULATION OF LEASED LINES BT@

=UK regulator Ofcom and other EU regulators run market reviews of leased line services
(including special access) every three years

=0Ofcom’s Methodology for Reviewing the Leased Lines Market

—Ofcom defines the retail product market by considering whether a product is
substitutable by the consumer considering the product’s pricing, characteristics and
intended use. Using this retail product information, Ofcom derives the wholesale
product markets.

—Ofcom collects extensive supply and demand data much like the FCC has just done and
uses it to analyze competitive conditions in 10k UK postal sectors (which are like US
zipcodes but much smaller; 42k zip codes in the US v. 1.8 mil postcodes in the UK).



UK REGULATION OF LEASED LINES BT@

—Ofcom maps on a postal sector basis the network reach of infrastructure-owning
competitors (i.e. business sites that are 100-200m from a network ingress ‘flex point’)
and plots the number of businesses that are within the network reach of rival
infrastructure. Ofcom also considers incumbent’s pricing policies and service shares, and
other structural indicators.

—Ofcom then determines whether the incumbent has significant market power in the
relevant market. Using this analysis, Ofcom determines dominance.

—It then applies remedies which include obligations to supply wholesale services to other
operators, not to unduly discriminate against them, to publish prices and reference
offers, price controls, accounting separation and cost-accounting.

‘—May 2015: because of significant market power (SMP), Ofcom proposes that BT be
subject to wholesale regulation of TDM services below and at 8Mbit/s throughout the
UK (except Hull) and Ethernet and WDM services outside the Central London area
(except Hull). Ofcom’s findings are based on the competitive criteria set forth on the
next page.



Business Connectivity Markel Review May 2015 Consultation

Overview of relevant metrics in the four key geographic areas

Compatitive CBDs in Reostof UK
Indicatars Metrics othar cilics [oxc. Hull)

Amm- network ru:h (‘uH:I m} 08
Average network reach (200 metres) 80 41 4.4 12

— Avarpge network reach (500 matres) 9.5 6.6 7.2 20
T 14 100% (100%) 96% (95%) 97%(98%)  B1% {T1%)
Bl H 3 2+ 9% (100%) 88% (21%)  79%(B5%) | 15% (30%)
Depth of network — - — =
reach ~ 100 mates 3+ SB%{100%) 40% (78%) 55% (84%) 5% (12%)
{200 metres)"" £
4+ 93‘5{ 100%) 2% .(59%} 30% (85%) % {_5_“}
5+ B3% {98%) 1% (37%) 15% (46%) 0% {2%)
Low bandwkith TISBO Bi% T0% 98% 84%
?éﬁbﬁl}jx? 1o and including 48% 50% 47% 5T%
- LowCISBO 41% “% 20% o%
- Medium CISBO 55% 57% 54% 69%
BT sharm .
- High CISBO 4% % 4T% B45
Very high CISBO*"** 5-11% 14-15% 21% 30-22%
CISBO Tatal=*
| T ark 41% 44% 53%
Distribution of CISBO Totai***
service shares . | ) | (by volumes) 44% 48% 4T% 56%
CI580 up to and Induding
. 1GoWs % 5% 3% : 0%
Y¥pa Media shar Very high CISBO 18-17% 39-42% s7-58% 48-53%
CISBO Tatsl 10% 28% % 31%
I X CISBO up o and in:lgzzf 55% 75% 80% 7%
Combined.BT and :
Virgin Media share _ Very high CISBO 28% 53% 80-B1% B4-85%
_ CISBO Total 54% 1% BO% 7%
' Conceniration (HHY)  CISBO Tou 2773 3,100 3398 415
[ AT ] Free connections on EAD 1Gbitis
| producis between March 2013 and
BT prici AISE0 May 2034 uniform list prices LinHorm fut prices
i " | otherwise 3
Pricing and - et — et . =
profitability==** s MISBO 3 ) [ Uniform st prices
AISBO 45% 21%
BT profitability : — 2 : | =
MISBO - | 2%
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Indicators E i e . a3 233 - 132 . 245_',?56
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* Average network reach concerns the averanz number of OCPs with a ﬂsmbilhr mn‘t within the buffer distance [1DDm 200m, 500m) of
businasses Deétarmined at posicode sector level

** Depth of nval infrastructure refl the proportion of by in area that are located within the buffer distance (100m, 200m) of X+ CCPs,
with X varying from 1ta §

*** Wa refer to Table 4 1 for the terminology used in calegonsing leased lines services Low CISBO includes all Ethernet circuits up to and
including 10Mbivs Medwm CISBO corresponds to Ethernet services at bandwidihs of more than 10Mbi's and up to and including 100Mbits.
High CISBO corespands 1o Ethernat services of more than 100MbiV's up to and including 1Gbivs CISBO up to 1Gkils includes Ethernat
services up to and including 1Gbit/s (and thus covers low. medium and high CISBO) Very High CISBO concerns senvices capable of supplying
bandwidth exceeding 1Gbi's CISBO Tolal covers CISBO of all bandwidths

**** Shares in the very lugh CISBO segment are presented as an range defined by very hugh CISBO shares excl. MNO and LLU backhaul and
very high CISBO shares incd WNO and LLU backbaul




Key UK Acronyms BT

"CLA — Central London Area

*LP — London Periphery

=*CBD — Central Business District

=TISBO (traditional interface symmetric broadband origination) — TDM

=CISBO (contemporary interface symmetric broadband origination) — Ethernet and WDM
sAISBO (alternate interface symmetric broadband origination) — Ethernet



UK REGULATION OF LEASED LINES 2003- present BTQ

Date of Ofcom Regulation of TDM Leased Line Regulation of | Regulation of
Market Review Access Ethernet Leased Multiple
Line Access Interface /

Retail Wholesale Optical

| 2003 Yes Yes, up to No No
622Mb

2007 Yes, < 2Mb/s Yes, up to Yes, < 1Gb/s No
155Mb

2013 Yes, < 2Mb/s Yes, up to Yes, £ 1Gb/s Yes, no

155Mb bandwidth limit
Proposed Yes up to 8 Yes single market with no
withdrawal Mbps bandwidth [imit



UK Regulation of Leased Line Access 2003- present BTQ

Date of TDM Leased Line Access Ethernet Leased Multiple
Ofcom Price Controls ' Line Access Price | Interface/

Market | Controls Optical Price
Review Controls
Retail Wholesale

RPl - 4% low
Cost arientation bandwidth No No
RPI - 6.5

Voluntary price
cap increase RPI—-3.25% RPI—7% No
limited to inflation

No but cost
RPI + 2.5% . RP1—11.5% accounting is
(analogue) Rt+ 2:5% RPI - RPI (WECLA) required

Price control shown as inflation (RPI) and X reduction per annum. Note there are sub-baskets as well which limit
price changes for particular services. WECLA is a deregulated zone consisting of West, East and Central London.



Ofcom’s proposed remedies for 2016

Table 1.5: Overview of remedies proposals in wholesale markets Cl markets in which
BT would have SMP

UK, except London and

Remedies Hull London Periphery
Network access on reasonable request Yes Yes
Specific access remedies
Dark fibre Yes Yes
Ethemet Yes Yes
Minimum Quality Standards for Ethemet Yes Yes
WDM Yes No
Price controls
Dark fibre Yes Yes
Ethemet <1Gbit/'s Yes Yes
Ethemet >1Gbit/s and WDM Safeguard cap No
ival |
Dark fibre Yes Yes
Ethemet Yes Yes
WDM Yes n/a

Other general access remedies, including
No undue discnmnation
- Publication of reference offers

- Notification of changes to charges, Yes Yes
terms and conditions
- Pubiication of technical information
- Accounting separalion
Develop new producits Yas Yes

Ethernet Quality of Service Yas Yes



Effective Regulation - Low UK Broadband Prices 43

BT@

Ofcom’s regular review of the wholesale access market and imposition of remedies where

dominance led to competition and innovation to the benefit of UK consumers. UK has lowest
superfast broadband prices (24 Mbps &up).
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Source: International Communications Market, December 2014, Ofcom
Notes: Comparative single service ‘lowest available’ fixed-line broadband pricing monthly prices (excluding telephone line rental); PPP adjusted.




Effective Regulation - Low UK Ethernet Prices BT€

Effective Regulation = Low UK Wholesale Ethernet Prices on Open and Transparent Terms and Conditions

= A UK competitive provider (CP) can purchase a 100 Mbps Ethernet link from BT openreach to connect its POP to
openreach’s facilities in the same exchange for as little as £254/month or $382/month ($363 PPP adjusted). The
‘terms and conditions are open and transparent — for example, unlike the case in the US, CPs do not have to meet a
percentage of previous spend to obtain reasonable discounts on supranormal prices, nor are purchases of
dominant services tied to the purchase of competitive services. openreach’s prices are standard, open, transparent
and available to all CPs.

Annual charges for nine 100 Mbps Ethernet Year 1 includes nonrecurring
Access Direct (EAD} links with 1Gbps handover | £ 39150 | connection charges plus year 1
(Year 1) total rentals

Annual charges for nine 100 Mbps links with
1Gbps handover (Years 2&3)

Charges for 36 months 82350
Monthly charges 2287.50

Monthly charge per 100 Mbps EAD link 254.17

Above price based on CP purchasing nine 100 Mbps links aggregated over a 1 Gbps handover amortized over
3 years
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Effective Regulation - Vibrant UK E-Commerce BT

UK has a highly developed e-commerce market with the value of business-to-consumer e-commerce
at almost £2000 per person in 2013 which is significantly higher than in Australia or the US.

~ Figure 5.7

Value of B2C e.commerce per head 2013
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Source: SEurcpeoan BIC e-commerce report 2014, Econynerce Eurooe
HNotes Values converted rom Suros 10 Britsh Sterling (£1 = €1 1769896) Popudaton figures from
Ofcomi1HS . *Chona aoloo mcdudes C2C goods andd services




